Abstract -
INTRODUCTION THE GROWING PROBLEM OF POVERTY DESPITE WORK AND THE ROLE OF STATE AND LOCAL TAXES
T he need for low-income tax relief in the 1990s reflects both the relatively high levels of poverty and the effect of state and local tax systems on poor families' disposable incomes. Even at the end of the decade, after the long period of sustained economic growth, poverty rates were much higher than at comparable times in the past. Both the overall poverty rate of 12.7 percent and the child poverty rate of 18.3 percent in 1998 were higher than they were in 1979 (a year in which poverty and economic growth were at similar levels as in 1998) or for that matter in any year during the 1970s 1 (See Table 1 ). Even among working families with children, the 1998 poverty rate, 10.9 percent, was 40 percent higher than it was in 1979 2 (Rawlings, 2000) .
The trend toward higher poverty rates does not hold for all population groups. The poverty rate among the elderly, 10.5 percent, now is lower than the overall poverty rate and in fact is as low as it has ever been since the Census Bureau began measuring such rates in the 1960s. This decline in poverty among the elderly reflects not just rising incomes from private sources but also the anti-poverty effectiveness of the Social Security program; hence, it illustrates the difference that policy choices can make on poverty rates.
State tax systems tend to reduce further the incomes and buying power of poor families. State and local governments rely heavily on sales, excise, and property taxes, all of which tend to consume a substantially greater share of the incomes of poor families than of higherincome families. The regressivity of state tax systems has been documented since at least the 1970s and remains true today. The Institute on Taxation & Economic Policy estimates that in 1995, state and local taxes on average nationwide represented 12.5 percent of the incomes of the poorest one-fifth of non-elderly married-couple families. By comparison, state and local taxes nationwide equaled 7.9 percent of the incomes of the highest-income married-couple families (Ettlinger et al., 1996) .
TREND 1: THE STATE TAX CUTS OF THE MID-TO LATE-1990s
The opportunity to reduce tax burdens on poor families exists due to unprecedented strong fiscal conditions in most states. Higher than expected revenue collections have led many states to cut taxes. Net state tax cuts nationwide, as reported by the National Conference of State Legislatures, have totaled close to $30 billion -6 percent of annual state tax revenuesince the mid-1990s. More than twothirds of states have enacted at least one big tax cut, and a number of states have cut taxes repeatedly.
A disproportionate share of the tax cuts of the mid-and late-1990s have been reductions in states' personal income taxes. Personal income taxes represent one-third of all state taxes, while sales and excise taxes represent about one-half. But approximately three-fourths of the net tax cuts from 1994 to 1997 were reductions in income taxes, while sales and excise tax cuts represented less than 1 percent of the total; the disparity between income and sales tax cuts moderated somewhat in 1998 and 1999, but income tax cuts still outweigh sales and excise tax reductions substantially. Some forms of income tax reductions-particularly reductions to the top income tax rate or to all income tax rates, such as have been enacted in 19 states since 1993, or other cuts such as reductions in capital gains taxes-may be expected to provide less benefit relative to income to poor families than to middleor upper-income families.
If states choose, they can structure income tax relief in a way that provides substantial benefits to poor families as well as to higher-income families. Many of the targeted tax reductions for poor families described in the rest of this paper were enacted as part of legislative packages, the bulk of whose benefits went to non-poor taxpayers. An important argument for 1998 12.7 18.3 10.5 10.9 including low-income tax relief in major packages of state tax cuts has been that poor families otherwise might fail to benefit entirely.
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TREND 2: STATES ARE USING THE INCOME TAX, RATHER THAN PROP-ERTY OR SALES TAX RELIEF, FOR LOW-INCOME TAX RELIEF Over the last dozen years, state income tax relief targeted to poor families has gone from being the exception to being the rule. In his review of state tax relief for the poor, Gold (1987) found in the mid1980s that 11 states offered some form of income tax relief targeted to families with low incomes. In 1996, there were 19 states (counting the District of Columbia) offering targeted income tax relief to the poor and near-poor; by 2000, the number had risen to 29 states. (The ten states with new income tax measures enacted since 1996 are listed in Table 2 .) In addition, several states during that time created multiple low-income tax relief provisions or expanded previously existing provisions (Johnson et al., 2000) .
In contrast with the growing number of states with income tax provisions that specifically benefit poor families, the number of states offering targeted property or sales tax relief has changed little in recent years. For example, one type of tax relief with the potential to provide significant benefits to poor families with children is a property tax "circuitbreaker," which is a tax rebate or offset based on a taxpayer's income and property tax burden; for families that rent their homes the tax burden can be estimated from the family's rent. Close to two dozen states offer circuitbreakers limited to senior citizens and persons with disabilities; a smaller number of states extend their circuit-breakers to non-elderly families. Such programs can provide substantial assistance to families, especially those with high housing costs; maximum benefits in some states exceed $1,000. But since the mid-1980s 3 Even some states that have provided important tax cuts to poor families have provided far greater tax cuts, relative to their incomes, to well-off families. An example is Massachusetts, which enacted a state Earned Income Tax Credit for working-poor and near-poor families at the same time it was enacting a wide range of tax cuts for businesses and high income families; by one estimate, the total tax cuts of 1991-8 in Massachusetts equaled 0.2 percent of the incomes of the poorest one-fifth of taxpayers, one-eighth as large a tax cut relative to income as the tax reduction for the 1 percent of taxpayers with the highest incomes (St. George and Ettlinger, 1998) .
very few states have enacted new circuitbreakers, either for elderly taxpayers alone or for both the elderly and non-elderly poor. Since 1986, for instance, the number of states offering circuitbreakers to both elderly and non-elderly families has risen by just one, from eight to nine states. Nor have many states moved to enact other kinds of property tax relief mechanisms targeted to the poor, such as income-related homestead exemptions or renter's credits or deductions; such programs remain confined to a few states (Gold, 1987; Gold and Liebschutz, 1996; Liebschutz, 1998) . There has been a similar lack of expansion in sales tax credits or rebates targeted to poor families. At least 10 states offered such credits in the 1980s, particularly states that levied sales tax on the purchase of food for home consumption. Typically such credits or rebates pay out a certain amount of money per family memberusually well under $100-to families that meet specified income limits. The number of states offering specific sales tax credits has declined in recent years. Only five states-Idaho, Kansas, Oklahoma, South Dakota, and Wyoming-continue to offer sales tax credits, and in only the first three of those states are the credits available to non-elderly taxpayers. (More recently, several states, including Colorado, Connecticut, and Minnesota, have enacted sales tax rebates based on budget surpluses, but those credits have been available to all taxpayers, not just those with low incomes.)
The trend toward using the income tax for low-income tax relief may seem surprising, since sales and property taxes are by most measures the most burdensome on poor families. But there are sound reasons for states to focus on the income tax. One reason is that it is easier to administer relief on the income tax form, since needed data on income level is readily available. A number of states administer sales tax credits and property tax circuitbreakers through the income tax for just that reason. (Sales and property tax relief administered through the income tax is not considered income tax relief for purposes of this paper.)
In fact, the sales tax credits in Idaho, Kansas, and Oklahoma may be viewed as hybrids of sales tax relief and income tax relief, because in each state the credit is claimed on the income tax form, and each family's credit is computed from its income rather than from its actual sales tax payments. Kansas was the last state with an income tax to administer a totally separate sales tax rebate; in the face of low participation rates, this approach was abandoned in 1998 in favor of including the food tax credit as a line on the income tax form. A few other states, including Georgia and Hawaii, offer tax credits administered on the income tax form that historically were intended to offset sales tax burdens but since have been stripped of their explicit link to the sales tax; these credits are discussed with other income tax credits below.
State income taxes can also have a substantial impact on work incentives. As a family's income rises up to and beyond the poverty level, the combination of higher taxes and the loss of means-tested benefits such as food stamps can consume a significant share of its increased earnings. At the same time, the expenses of working, such as child care and transportation, often absorb a large proportion of the earnings of low-income workers. Policymakers have shown a strong interest in encouraging low-income families to enter the workforce, in part as a way to reduce their reliance on public assistance. As part of a larger strategy to "make work pay" for low-wage workers, many states have found it important to avoid imposing state income taxes on families whose earnings are below the poverty level, and an increasing number are relieving taxes on the near-poor as well.
The trend toward using the income tax to administer low-income tax relief, of course, leaves out the nine states that lack broad-based income taxes: Alaska, Florida, Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington, and Wyoming. Those states levy substantial sales and property taxes that place disproportionately high burdens on poor families. There are a number of possible ways those states could provide tax relief targeted to low-income families, but in general they have not done so.
Recent Examples of Income Tax Relief Mechanisms
There are a number of different income tax mechanisms states can use to target tax relief to the poor. One such mechanism is a "no-tax floor." A no-tax floor simply wipes out income tax liability for families with incomes below a set income level. Seven states-Iowa, Louisiana, Nebraska, New Jersey, Oklahoma, Virginia, and West Virginia-now have no-tax floors or provisions that are virtually identical to notax floors. A concern about some no-tax floors is the "tax cliff" they create; a family with income $1 below the no-tax floor has no tax liability, while a family with income $1 above the floor may have several hundred dollars in liability. Several states with no-tax floors have set up alternative tax calculations, credits, or other mechanisms to soften the cliff effect; a few states with tax credits that closely resemble no-tax floors use a phase-out range to avoid the cliff.
Another concern with no-tax floors is that the level of the floor in many states is set well below the poverty line, thereby failing to benefit many working-poor families. Until recently, for instance, New Jersey's no-tax floor was set at just $7,500, which is less than half the poverty line for a family of four. In 1999, the state enacted legislation to raise the amount to $20,000 by tax year 2001, a higher level than in any other state with a no-tax floor. New Jersey is the exception; most no-tax floors are set well below the poverty line, and few have been enacted or substantially increased in recent years.
By contrast, the number of states using income tax credits targeted to poor families through the use of an income eligibility limit of some sort has nearly quadrupled since the 1980s and represents nearly all of the overall growth in state low-income tax relief in the 1990s. In 1986, only about six states offered low-income tax credits targeted to poor families; now such credits are offered in 23 states. (This figure includes only credits available to most low-income families with children; it excludes credits that are related to other state and local taxes or to other expenditures.)
In a few states, these credits closely resemble no-tax floors in that they eliminate income tax liability for families with incomes below a certain level and provide little or no benefit to families with incomes above that level. In other states, credits reduce income tax liability by a set dollar amount per family member or by a set percentage for families with incomes below a specified level. Arizona, for instance, enacted a tax credit of $40 per family member for families with income below specified income levels ($23,600 for a family of four). Pennsylvania's "tax forgiveness credit," which eliminates income tax for families with incomes below a certain level, was expanded several times during the 1990s, with the greatest expansions occurring in the last three years of the decade; the income level below which tax is eliminated for a family of four, for example, has increased from $9,800 in 1991 to $26,000 in 1999, with the amount of tax reduced but not eliminated for families with incomes up to $28,500.
A majority of the income tax credits enacted since the late 1980s have been state Earned Income Tax Credits, which are tax credits for working-poor and near-poor families with children that are set as a percentage of the federal EITC. Thirteen states plus the District of Colum-bia have enacted such credits, eight of them since 1994 and all but one of them since 1986. These credits are discussed further below.
TREND 3: LOW-INCOME FAMILIES' INCOME TAX BURDENS ARE DECLIN-ING IN MANY-BUT NOT ALL-STATES
The presence of targeted low-income tax relief mechanisms is only one factor in determining whether poor families are subject to income taxes and, if so, how high is the tax burden. The other major factor is the extent to which states shield the incomes of poor families from taxation through the use of personal exemptions, standard deductions, and equivalent credits-standard provisions that are available to all taxpayers. Although such exemptions and deductions have increased in many states in the last several years, in only about one-third of states are they sufficient to exempt the incomes of poor families from tax. Among all states, income tax exemptions and deductions in 1999 for a family of four averaged $13,306, about $3,700 below the poverty line. For most states, then, the difference between taxing and exempting the poor from tax depends on the availability and adequacy of income tax relief mechanisms targeted to the poor. 4 Due in large part to the enactment of low-income tax relief provisions, states levy less income taxes on poor families than they did in the past. In the 1980s, the great majority of states levied income taxes on poor families, and as recently as 1996, over half of states with income taxes -24 of 42, counting the District of Columbia-levied income taxes on families of three or four with poverty-level incomes. By 1999, the reverse was true: a majority of states exempted such families from their income taxes. When enacted changes in tax provisions are implemented in tax year 2000, the number of states taxing the poor will decline to 18. Table 3 shows that in the average state with an income tax, the income-tax threshold-the income level at which a family begins paying income tax -for a family of four has risen from 16 percent below the poverty line in 1991 to just above the poverty line in tax year 1999 (Johnson, et al., 2000) . Note: Income tax threshold is the lowest income level at which a family owes state income tax.
Source: Johnson, Zahradnik & McNichol, 2000. 4 These calculations include the relevant amounts allowed on federal income taxes for those states that implicitly incorporate the federal personal and dependent exemptions and standard deduction by using federal taxable income or federal tax liability as the starting point in their state income tax system. In states that have widely available personal and dependent credits instead of exemptions, the credit amount is converted to an equivalent income deduction amount for a low-income family for purposes of this comparison. For states where the value of a deduction or credit varies by income level-for instance, where the standard deduction is a sliding-scale value-the value for a family with income at the poverty line is shown. 5 Like the tally of low-income tax relief provisions above, the analysis of income tax burdens in this section excludes tax credits that are intended to reduce the burden of other taxes, such as sales tax credits and property tax credits, and tax credits that are based on factors other than income, such as dependent care credits.
Nonetheless, the trend toward eliminating or lowering state income tax burdens is by no means universal. Table 4 shows that in many of the states that continue to levy income tax on poor families, tax burdens remain substantial. The average 1999 income tax bill for a family with income at the poverty line in states that taxed the poor was $219. In some states, the income tax burden on poor families is actually increasing. The income tax burden on a family of four with poverty-level income rose in eight states from 1994 to 1999, as shown in Table 5 ; in six of those statesAlabama, Arkansas, Louisiana, Oklahoma, Virginia, and West Virginia-the amount of the increase exceeded the rate of inflation (Johnson, et al., 2000) .
TREND 4: THE IMPORTANCE OF REFUNDABLE INCOME TAX CREDITS
A shortcoming of many income tax credits targeted to low-income families is that they are non-refundable; that is, their value cannot exceed a family's income tax liability. In spring 2000, for instance, Virginia enacted a tax credit for those with incomes below the poverty line of $300 for each family member, or $1,200 for a family of four-a potentially substantial amount of assistance for a low-income household. But because the credit is nonrefundable and thus limited to offsetting a family's income tax liability, its maximum value for a family of four in tax year 2000 totals just $313-a significant amount, but well below the credit's face value. 6 In some states, where personal exemptions and standard deductions already exempt poor families from income tax, a nonrefundable credit fails to provide any assistance to such families, although it may provide important assistance to near-poor families who are also in need of income tax relief.
A growing number of states now offer a refundable income tax credit targeted to poor families, that is, a credit that is refunded to a family if the amount of the Tax   TABLE 4 credit exceeds a family's income tax liability. A two-parent family of four with poverty-level income qualified for a refund in excess of its tax liability in nine states in 1999, compared with just four states in 1994. The amount of 1999 refund for such a family ranged from $20 in Maryland to $1,222 in Minnesota, averaging $406. Three other states in 1999 offered refundable credits to poor families, but in each of those three states the credit failed to fully offset tax liability for families with incomes at the poverty line. Some additional states offered refundable income tax credits only to families with certain expenses, such as child care expenses; those credits are discussed further below.
A few of the refundable income tax credits originated in the form of sales tax credits. The credits in Georgia and Hawaii were originally labeled as sales tax credits, but in the late 1990s were stripped of the reference to sales taxes and thus effectively were converted to simple income-tax credits. 7 Those credits, as well as New Mexico's longstanding Low-Income Comprehensive Tax Rebate, clearly derive from the desire to offset the sales and excise tax burdens for poor families. But they also reflect the willingness of policymakers to enact and maintain refundable tax credits for poor people that exceed any specific tax payments.
Because they are not limited to a family's income tax liability, refundable credits may be more effective than nonrefundable credits at lifting a family's aftertax income closer to the poverty line. The federal EITC is an example of a refundable tax credit whose impact on poverty rates has been documented. In 1998, the Source: Johnson, Zahradnik & McNichol, 2000. 7 The Georgia credit was enacted at a time when Georgia levied sales tax on food. Among other features, it was not available to food stamp recipients; federal law bars states from levying sales tax on food. In the late 1990s, the state repealed the sales tax on food and also lifted the ban on food stamp recipients receiving the credit. The Hawaii credit was explicitly labeled a "food tax credit" until 1998 when the state doubled its size, targeted it to low-income taxpayers, and renamed it a "refundable income tax credit" as part of a broader income tax reduction package.
federal EITC lifted the after-tax incomes of some 4.8 million people, including 2.6 million children, above the poverty line. Although most state refundable credits are not as large as the federal EITC, they can still have a substantial impact on families' after-tax incomes and therefore on the extent of poverty.
TREND 5: LOW-INCOME TAX CREDITS FOR WORKING FAMILIES
As noted above, policymakers' interest in reducing the income tax on the poor reflects in part the desire to "make work pay" by encouraging and supporting the entry of low-income families into the workforce. This goal is particularly reflected in the refundable state Earned Income Tax Credits and the refundable state child care credits enacted in several states in recent years.
State Earned Income Tax Credits
Earned Income Tax Credits provide tax reductions and wage supplements for low-and moderate-income working families. The federal tax system has included an EITC since 1975, and the credits are widely utilized by poor and nearpoor families. Nearly 20 million families and individuals filing federal income tax returns claim the federal EITC. On average, an EITC is claimed on one of every six tax returns, and in some states the proportion of EITC claimants is as high as one in four.
The federal EITC is notable for its success in supporting work and reducing poverty. The tax year 2000 credit amount for a family with two children equals 40 percent of earnings up to a maximum of $3,888 per family, with the amount declining as income rises from $12,690 to $31,152; the credit for a family with one child is somewhat less. (A much smaller credit also is available to childless workers with incomes below $10,380.) The credit goes a long way toward ensuring that a full-time minimum wage job is sufficient to lift many families' after-tax incomes above the poverty line. The federal EITC also has been shown to be effective in encouraging work among welfare recipients; a substantial portion of the increase in workforce participation by single mothers since the 1980s may be explained by the expansion of the federal EITC and, to a lesser extent, state EITCs. 9 The federal EITC acts as an inducement for parents to enter the workforce because it is available only to families with wages and because it is refundable; that is, even a family too poor to have any federal tax liability can claim the credit as long as the family has earnings.
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State EITCs typically are viewed as a way for states to build on the success of the federal credit (Johnson, 1999) . They typically are set at a percentage of the federal credit, so they share its eligibility rules and (with the exception of one state, Minnesota) its basic structure. Nine of the 14 state EITCs are refundable, so they can provide work incentives to families just entering the workforce. (A fifteenth state, 8 Official poverty rates technically are based on pre-tax incomes, but taxes obviously have an impact on the ability of families to make ends meet and probably should be included in poverty calculations, as they are in these estimates of the federal EITC's impact, which come from unpublished Current Population Survey data. 9 The research on the effectiveness of the federal EITC is summarized in O 'Connor et. al. (1999) . Meyer & Rosenbaum (1999) include a brief analysis of the impact on workforce participation specifically of state EITCs and other state tax policies. 10 The impact of the EITC on workforce participation appears to vary by income level and family type. The credit's phase-out has the potential to discourage some parents with incomes in the phase-out range from increasing their work effort; the additional income provided by the EITC may enable parents to spend less time at work and more time with their children. Ellwood (1999) finds evidence that the increases in the federal EITC have reduced employment rates among married mothers, but the reduction in work effort among married women is substantially less than the increase in work effort among single mothers.
Indiana, has also enacted a refundable "Earned Income Tax Credit" for workingpoor families that is quite different from the federal credit.) The structure of the 14 state EITCs is shown in Table 6 .
Refundable Child Care Credits
Like EITCs, refundable child care tax credits are a way for policymakers to assist low-income families with working parents. Child care costs can represent a major obstacle for poor parents seeking to enter the workforce and exit poverty. Although some families receive direct subsidies from state or local governments to help pay for care, such subsidies may require large copayments from working families or may not be available to all families that need them.
Child care credits can help offset the cost of child care for working parents, including the cost of any copayments. Most state child care credits follow the same eligibility rules as the federal Child and Dependent Care Tax Credit, which is a nonrefundable credit that can offset up to $2,400 in expenses for one child or $4,800 for two or more children. The maximum value of a state child care credit typically is several hundred dollars but may exceed $1,000 in a few states. th state, Indiana, has enacted a refundable tax credit for working-poor families with children described in statute as an "earned income tax credit." Unlike the tax credits listed in this table, the Indiana credit is unavailable to a large portion of the recipients of the federal credit. Colorado: Credit automatically will be suspended in any year should state revenues fall below a certain level. Such a suspension would occur only with a substantial fall in revenue from 1999 levels. District of Columbia: Credit is pending Congressional approval. Illinois: Credit sunsets after tax year 2002. Maryland: State also offers a non-refundable EITC set at 50 percent of the credit. Low-and moderate-income taxpayers in effect may claim either the refundable credit or the non-refundable credit, but not both. Minnesota: Credit is not expressly structured as a percentage of the federal credit but rather follows a Minnesota-specific schedule, under which all EITC recipients receive a state credit equal to at least 25 percent of their federal credit. The maximum Minnesota credit equals about 35 percent of the maximum federal credit. New York: By statute, the credit is to be reduced automatically to the 1999 level of 20 percent should the federal government reduce New York's Temporary Assistance for Needy Families block grant. Rhode Island: Credit was never explicitly enacted; state income tax liability is set as percentage of federal tax liability including the EITC. Rhode Island's credit is phasing down to 25 percent of the federal credit over five years as part of an overall reduction in the state income tax.
Source: State tax forms; state statutes.
Child care credits differ from most of the other tax provisions discussed in this paper in that they typically have no income limits that would prevent middleand upper-income families from benefitting. Most child care tax credits provide limited benefit to low-income families because they are nonrefundable. The recent trend, however, is toward enacting refundable credits or making existing credits refundable. In 1992, for instance, the National Women's Law Center identified only three states-Hawaii, Minnesota, and New Mexico-that offered a refundable child care tax credit, while 24 states offered a nonrefundable credit or comparable deduction. By 1999, eight states-Arkansas, Colorado, Hawaii, Iowa, Minnesota, Nebraska, New Mexico, and New York-had a refundable child care credit, while the number of states with only a nonrefundable credit or deduction declined to 17.
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A drawback of refundable child care credits, compared with refundable EITCs, is that they assist far fewer families. A review of statistics for four states with refundable child care credits-Arkansas, Hawaii, Minnesota, and New Yorkshows that recipients of child care credits represent between 5 percent and 20 percent of EITC recipients.
12 One reason for the lower participation levels is that many working-poor families with small children rely on informal child care from family members or neighbors, rather than formal paid care, and hence do not qualify for the federal child care credit or specific state child care credits.
TREND 6: USING FEDERAL WELFARE FUNDS FOR REFUNDABLE CREDITS
Low-income tax relief can be a component of a state's welfare policy. Among those most likely to benefit from workrelated tax credits, such as EITCs and child care credits, are welfare recipients and former welfare recipients. Over the last several years, several million welfare recipients have left welfare and entered the workforce. Studies of welfare leavers find that many of them earn wages of $8,000 to $12,000 a year or less, amounts too low to support their families. States have demonstrated a strong policy interest in subsidizing the efforts of welfare recipients to enter and remain in the workforce; states also have an interest in supporting the work efforts of low-and moderateincome families who have never been on welfare to ensure that they are able to remain off public assistance.
The 1996 federal welfare law made it possible for states to use federal welfare dollars to help pay for state EITCs, child care credits, and similar measures; the specific rules for such uses were contained in regulations issued in spring 1999. The regulations specified that a state can use funds from its Temporary Assistance for Needy Families (TANF) block grant to pay for a portion of refundable credits, or it can count some state funds expended for such credits toward meeting the "maintenance of effort" (MOE) required under TANF. Only the refundable portion of a credit can be funded with TANF or MOE dollars.
13 11 In at least one state, Colorado, the benefit from the credit's refundability is greatly diminished for many lowincome families by the fact that it is implemented in a way that makes it available only to families whose income exceeds its federal exemptions and deductions. This structure excludes families with income below the poverty line. 12 For instance, an estimated 213,710 Minnesota taxpayers with incomes below $30,000 in 1999 claimed the state EITC (which is known as the "Working Family Credit") while 34,565 taxpayers in the same income range-16 percent as many-claimed the state's child care credit. In New York, among the low-and moderate-income taxpayers whose refundable credits equaled or exceeded their tax liability, 840,371 claimed the state EITC and 44,129 (5.3 percent) claimed the child care credit. In Arkansas and Hawaii, between 7 percent and 8 percent as many taxpayers with incomes below $30,000 claimed child care credits as claimed the federal EITC. 13 64 Federal Register 17719-17931 (April 12, 1999) .
The regulations clarified that using TANF or MOE funds to support the refundable portion of work-related tax credits need have no adverse consequences for the recipients. Credit claimants need not be welfare recipients or former welfare recipients, and the federal "time limit"-the requirement that most adult welfare recipients may not receive federally funded welfare payments for more than 60 months in their lifetimeand most other restrictions that attach to receipt of welfare payments do not apply to the recipients of work-related tax credits like EITCs and dependent care credits.
Most tax credits for poor families were enacted on the assumption that they would be financed with state general funds, the same funding source used for other kinds of tax cuts. But New York and Wisconsin have begun using federal or state welfare funds to help finance refundable state EITCs, and Indiana plans to count the refundable portion of its EITC-like credit toward its maintenance of effort requirement. Other states are moving in the same direction; a proposed New Jersey EITC, for instance, would be almost entirely funded with welfare dollars, at least in its initial years. Most of these funding decisions have been made in the fourteen months since the regulations were issued.
As states explore the potential of using federal funds for state tax credits, new questions are emerging that were not addressed fully in the regulations. For instance, what kinds of tax relief other than EITCs and child care credits can be financed with TANF dollars? The TANF regulations clearly bar the use of funds for income tax credits that merely offset income tax liability without providing additional refunds, and the rules for property and sales tax relief appear to be similar. But at this writing it remains unclear whether TANF funds can pay, for instance, for state property tax credits, administered through the state income tax, that offset local property tax liability.
Another question is whether states should be using federal funds to pay for tax credits that existed before the welfare law was enacted. The TANF statute clearly envisioned states using the new flexibility permitted under the statute to create new programs to assist poor families. But it appears that, under the statute, states may be able to use this flexibility to pay for existing programs, including existing tax credits, thereby freeing up state general fund dollars for other uses wholly unrelated to welfare. Wisconsin, for instance, is spending $50 million-one-sixth of its block grant-to pay for tax credits that prior to 1996 were financed with state general fund dollars. Congressional leaders have indicated that such supplantation, while legal, could be grounds for cutting states' federal funds when the TANF program is re-authorized in 2002.
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CONCLUSION: FUTURE DIRECTIONS
This paper identifies a number of trends related to low-income tax relief:
• a long-term increase in the number of working-poor families with children;
• strong state fiscal conditions and widespread state tax cuts;
• increased use of income tax provisions, particularly refundable income tax credits, to deliver low-income tax relief;
• expansion in tax provisions designed specifically to make it easier for low-income parents to enter the workforce, particularly EITCs and child care credits; and
• nascent interest among states in using federal welfare block grant funds to pay for such credits, as well as concern that some states may be going too far in this use of funds. The ongoing changes in state tax codes described in this paper should not be overstated. Many states have a long way to go in using their tax code to assist poor families. In most states, it remains the case that poor families pay a disproportionate share of their incomes in state and local taxes; regressivity actually has increased in at least a few states. The number of states that still levy income tax on poor families is greater than the number that offer refundable income tax credits. And even in states with relatively generous tax provisions for the working poor, taxes remain a burden on low-income families, and many working parents still find it very difficult to make ends meet.
